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OQPINTON

This decision addresses Southern California Gas Company’s
(SoCal) request for approval of two contracts, one with San Diego
Gas & Electric Company (SDGAE) and one with Southern California
Edison Company (SCE). Both contracts are for a range of gas
sexvices from SoCal.

SoCal originally applied for contract approval by £iling
advice letters. On May 10, 1989, we issued an order instituting an
investigation and suspension of Advice Letter 1864 and Advice
Lettex 1872 which requested approval of the contracts. We
initiated this investigation because of thélmany‘pfqtests to the
advice letters we received. Generally, the protests-commented that
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the contracts prejudiced our resolution of issues in R.88-08-018
and raised equity issues.

Eight days of hearings were held in this proceeding. The
case was submitted on August 23, 1989. The parties supporting the
contracts were SoCal, SCE, SDG&E, and the City of San Diego. The
parties opposing the contracts included the Division of Ratepayer
Advocates (DRA), Toward Utility Rate Normalization (TURN),
California Cogeneration Council (CCC), California Industrial Group
and the California League ¢f Food Processors (CIG), Cogenerators of
Southern California (CSC), and Trigen Resouxces Corporation
(Trigen).

This decision rejects the contracts as filed, but sets
forth conditions upon which we would approve them. A number of
provisions of the agreements SoCal negotiated violate previously
articulated Commission policies or are inconsistent with sections
of the Public Utility Code. This decision provides guidance to the
gas utilities regarding modifications to these agreements and also
general guidance on long-term contracts for which they may seek
approval in the future. '

In g0 deciding, we recognize and reconcile the tension
between the short-term reliability needs of California and ouxr
long-term goals. These goals include continuation and expansion of
the unbundling of gas services, and the development of a firm
capacity allocation that is coordinated and consistent with
policies of the Federal Energy Regulatory Commission.

1. ZIhe Contracts

A. Contract with SDGSE

SoCal’s contract with SDGSE provides for all of SDGLE’s
gas service needs, including long-term price and service
commitments for.transportqtion.and‘storage of SDG&E-owned gas, gas
sales to SDG&E by'SoCal,‘and‘firm interstate capacity rights. The
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initial term is five years. At the end of the second contract year
and each anniversary thereafter, the contract would be ‘
automatically extended for an additional one-year pexiod unless
either party notifies the other of contract cancellation.
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Specifi¢ elements of the contract include:

(=]

. The demand charge during

Remand_Chaxges
the first year ¢of the contract will be

$5.4 million per month. In subsequent
years, the demand charge will be adjusted
based on the percent ¢hange in SoCal’'s
total non-gas costs as authorized by the
Commission.

Izansmission Charges. The transmission
volumetri¢ rate during the first year will
be $0.10 per million British thermal units
(MM/Btu). 1In subsequent years, the
transmission rate will escalate in the same
mannexr as the demand charge.

Minimum Charge. A minimum charge will be
imposed quarterly based on the number of
days in the quarter times 270 million cubic
feet per day (MMcfd) times the transmission
charge, plus the demand charge. This
equates to a ninety percent “take-or-pay"
on the transmission charge.

Intxastate Priority. The priority for UEG
volumes up to 125 MMcfd will be P=3.

Anterstate Capacity. Firm interstate
capacity is provided for up to 300 MMcfd
(225 MMcfd on El Paso and 75 MMcfd on
Transwestern). This provision is subject
to FERC approval ¢of a compatible capacity
program. Prior to this approval, a
"buy/resale"” arrangement will be
implemented.

2kerage. The contract provides 12.7
billion cubic feet (Bcf) of storage.
Additional storage volumes are available at
the prices contained in the G-STOR tariff
except for the reservation fee.

W . The contract
provides a waiver of the pertfolio
switching ban now in effect.
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Contxact with SCE

The contract with SCE provides all of SCE’s gas service
needs, including long~term pricing and serxvice commitments for
transportation, storage, and distribution of SCE-owned gas, retail
gas sales to SCE by SoCal, and firm interstate capacity rights.
The initial term is five years. At the end of the fourth contract
year and each anniversary year thereafter, the contract is
automatically extended for an additional one-year period unless
either party notifies the othexr of contract cancellation.

Specific provisions of the contract include:

© DPemand Charqges. The demand charge during
the first year of the contract will be
$4.75 million per menth. In subsequent
years, the demand charge will be
established by the Commission in SoCal’s
annual c¢ost allocation proceeding (ACAP).

Vaxiable Chaxrges. The Tier I rate during
the first year will be $0.24 MMBtu, and the
Tier Il rate will be $0.15 MMBtu. The Tier
I rate may be revised in conjunction with
the 0.5 cent per therm discount from the
1989 ACAP average rate provided for in the
contract. In subsequent years, both
variable rates will be adjusted based on
changes in SoCal‘s authorized margin.

nimum Ch - A minimum charge will be
imposed quarterly based on the number of
days in the quarter times ninety percent of
the Tier I volumes times Tier I variable
charge, plus the demand charge.

Intrastate Prioxity. The priority for the
Tier I volumes of 300 MMcfd in the summer
and 200 MMcfd in the winter will be P-3.
Tier II volumes will be P-5.

. Firm interstate
capacity is provided for Tier I volumes.
Seventy percent of the volumes are on the
El Paso system and thirty percent are on
the Transwestern system.

- The contract provides 4 Bcf of

storage, with SCE paying the in-kind
injection charge and the operating and
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maintenance injection charge specified in
the G-STOR tariff.

Roxtfollio Switching Bapn. The contract
provides a waiver of the portfolio
switching ban now in effect.

II. Issues

These contracts are the f£irst under our new regulatory
framework to be entered into by a gas utility and major customers
for the provision of the full range of gas services. Those
services include gas transportation, firm pipeline capacity, and
storage. Two rates are included in the contract: one is a
volumetric rate, the other is a flat demand charge. The rates are
"bundled,™ that is, neither rate is associated with & specific
service, such as storage or transportation.

The contracts also commit SDGSE and SCE to a revenue
requirement by providing for minimum charges and take-or-pay
volumes. These contract elements appear to be the quid pro quo for
gignificant discounts from tariffed rates and guaranteed storage
and pipeline capacity.

The contracts result in significant revenue shortfalls
(losses) to SoCal, at least in the short term. SoCal proposes to.
recover these lost revenues from its other customers.

In general, the utilities~-SoCal, SCE, and SDG&E--agsert
that the contracts benefit SoCal ratepayers over the contract term
by reducing the risk of bypass or fuel switching by SCE and SDGSE.
The utilities also believe the contracts benefit the customers of
SCE and SDG&E by providing reduced rates and security of supply.
The utilities believe the Commission should consider the contracts
in light of the utility obligations of SDG&E and SCE.

Parties opposing the contracts believe that the contracts
disadvantage competitors for pipeline and storage capacity, that
they are unnecessarily costly and risky to SoCal ratepayers, and
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that they conflict with Public Utilities (PU) Code sections which
address gas rates and service to cogenerators.

To determine whether the contracts are reasonable we need
to determine the costs and benefits of the contracts, and balance
those costs against the benefits. Specific issues are addressed in
this decision:

l. 1Is approval of the contracts consistent
with Commission policy regarding long~term
contracts?

Do the contracts benefit SCE and SDGLE
ratepayers?

Are the contracts consistent with PU Code §
739.6 regarding cost allocations?

Do the contracts provide an unreasonable
advantage to SCE and SDC&E over otherxr
noncore customers?

Are the contracts fair and reasonable to
SoCal ratepayers?

Are the contracts consistent with state law
and Commission policy regarding
cogenerators?

of sistent with Commissign

SoCal argues that the contracts are fully consistent with
past Commission decisions and policies. It cites Decision (D.)
86-12-009, in which we found that long-term contracts would permit
the utilities to negotiate service packages tailored to the needs
of individual customers and thereby reduce utility and ratepayer
risk. The primary objective of long-term contracts would be to
reduce the risk of fuel switching and bypass by customers who might
otherxwise provide margin contributions.

DRA and TURN do not believe the contracts are consistent
with current Commission policy which has evolved since the issuance
of D.86-12-009. Specifically, DRA argues that D.86-12-009 is
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outdated because the gas utilities no longer have excess capacity
and the Commission has issued several orders providing a regulatory
framework for storage banking and interruptible capacity on
interstate pipelines. The Commission anticipates development of
market-based allocation for pipeline capacity, as set forth in
D.88-12-009. .

TURN also points out that the Commission’s regulatory
program has changed since D.86-12-009, in which the Commission
expressed the desirability of long-term contracts. At that time,
the Commission expected many, if not most, noncore customers would
negotiate discounts because the default rate (i.e., the tariffed
trangportation rate) was high. Since that time, the Commission, in
D.87-03-044, lowered noncore default rates to embedded costs.
Accordingly, negotiated contracts are not the norm the Commission
once expected they would be, and, TURN argues, the Commission
should reconsider its view of long~-term contracts.

Discussion. The purpose of discounted long-term
contracts, as put forth in D.86-12-009, continues to be of primary
importance to us. That purpose is "to encourage the utilities to
attract incremental load which might otherwise be lost.* We agree
with TURN and DRA that circumstances have changed since the
issuance of D.86-12-009. We have approved changes in rate design,
developed a pilot storage banking program, and stated our intention
to establish a capacity allocation program. These regulatory
changes improve the position of noncore and wholesale customers,
including SDG&E and SCE. They also reduce the impetus for bypass.

Notwithstanding the regulatory changes which have taken
place since 1986, long-term contracts with discounted rates may
still be a reasonable mechanism for preventing uneconomic bypass or
fuel switching. We will therefore consider whether the contracts
are necessary on that basis. ' o
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B. Do the Contracts Benefit
SDGKE_and SCE Ratepayers?

The utilities and the City of San Diego believe that the
contracts provide significant benefits to ratepayers of SCE and
SDG&E which should be considered. These benefits include lower
rates, price stability, and supply security. According to SDG&E,
the benefits to its ratepayers offset any costs to SoCal’s
ratepayers. SDGLE also comments that the contract allows it to
become a major new buyer in the Southwest, which will enhance
market competition and benefit all of California‘’s ratepayers.

SCE believes it must reduce its reliance on the spot
market and interruptible transportation because of an expected
supply shortage. SCE states that the contract terms permit it to
do that, with substantial benefits for its customers.

The parties did not challenge the utilities’ assertions
that the contracts would provide benefits to the ratepayexrs of
SDG&E and SCE.

Discussion. Generally, it appears that SCE and SDGSE
ratepayers benefit substantially from the contracts, at least
during the first years, not only as a result of reduced prices but
also because of increased supply security, and access to storage
and pipeline capacity. The evidence offered in this proceeding
does not permit a determination of whether the risks of the take~
ox-pay requirements. in the contracts before us are offset by more
stable gas supply services.

C. Arg the Contracts Consistent with gU Code

O {1

SoCal believes that its proposal to allocate to its
customers revenue shortfalls associated with the contracts is fully
consistent with Public Utilities Code § 739.6 (enacted by S3 987).
That section prohibits changes in cost allocatioen methodology-until
1991 i{f those changes would harm residential customers- The
contracts, according to SoCal, axe designed to maximize long—run
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revenues from SDGSE and SCE and thereby protect residential
ratepayers. SoCal also states that D.87-05-046 permitted
allocation of contract shortfalls to other ratepayers. SoCal
argues that the issue in thies proceeding is not whether the
Commission should approve any long-term service agreements, but
whether the particular texms and conditions of these two service
contracts should be approved.

SDG&E argues that § 739.6 is not violated by the
contracts because the intent of SB 987 was primarily to protect low
income customers f£rom the effects of baseline rate design. Even if
the Commission’s interpretation of the bill is broader than this,
SDG&E believes that long-term contracts were clearly part of the
cost allocation methodology adopted by the Commission in
D.86-12-009. 1In any event, the contract addresses an inequity
between core customers by placing SDG4E customers on a more equal
footing with those of SoCal. Section 739.6 allows the Commission
to redress such inequities.

TURN believes that allocating revenue shortfalls to
ratepayers would change the existing cost allocation methodology in
violation of § 739.6. Revenue shortfalls, estimated to total about
$31 million for both contracts, would be recoevered from core
ratepayers. TURN points out that, contrary to SoCal’s assumption,
D.87-05-046 permitted recovery of contract shortfalls only for
those long-term contracts already in existence and were treated as
"transition costs." Clearly, according to TURN, the Commission did
not intend that future contracts would be similarly treated.

Nox, according to TURN, did the Commission in 5.86-12-009
set forth specific treatment ¢of long-term contracts which would
have later been endorsed by § 739.6.

Discussion. D.86-12-009 anticipated that long-texrm
contracts may be necessary to retain and increase load. That
decision did not allocate specific contract costs to specific
customers because no such contracts then existed. It did, however,
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assume that associated revenue shortfalls may need to be recovered
from othexr customers. D.86-12~009 states that utility shareholders
are liable, in reasonableness reviews, for revenue shortfalls from
long-texm contracts if the utility does not maximize contract
revenue based on material information that was or should have been
known at the time the long-term contract was signed. D.86-12-009
expressly prohibits reallocating revenue shortfalls associated with
short-term contracts. As SoCal points out, these two statements
together imply that we will consider allocating-longéterm contract
revenue shortfalls to other customer groups. Therefore, we would
not violate § 739.6 by allocating long-term ¢ontract shortfalls to
other SoCal customers.

In addition, § 739.6 permits the Commission to change its
cost allocation methodology under cerxtain circumstances. Section.
739.6 states that the Commission shall retain the cost allocation
methodology adopted in D.86-12-009 and D.86-12«010 until
Decembex 31, 1990, except that: |

"the Commission may medify this cost allocation

methodology to address customer hardships and

inequities if residential customers as a class

are not, on balance, adversely affected and the

purpose of the modification is not solely

protection of gas corporation revenues.*

SoCal is correct that § 739.6 would not necessarily be
violated simply because a long~-term contract resulted in a revenue
shortfall. In the context of the contracts which are before us, we
intexrpret this section to permit us to reallocate costs to
residential gas ratepayers if the contracts would protect them from
significant rate increases which would otherwise occur due to
uneconomic bypass or fuel switching.

We must therefore determine whether the contracts will
prevent either a loss of significant contribution or address an

inequity sufferediby residential customers. We note that the -
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allocation of any revenue shortfalls resulting from approval of the
contracts would ultimately be determined in SoCal’s ACAP.

We do not agree with SDG&E that § 739.6 is designed
exclusively to protect low-income customers from the effects of
baseline rate design. The language in that section clearly
prohibits us from changing our cost allocation methodology, with
very limited exceptions, until 1991. That section does not limit
its application solely to those situations where baseline rates may
affect low income customexrs.

D. Do the Contracts Provide an Unreasonable Advagtage
A'A (-]

Many parties, including DRA, TURN, CSC, CCC, Trigen, and
CIG, believe the contracts compromise the Commission’s efforts to
adopt & comprehensive program for capacity allocation, although
none objected to the use of long-term contracts in general. CSC
and CIG point out that the Commission has repeatedly expressed its
preference for a market-based priority charge, established by
bidding. The contracts zremove SoCal’s largest gas loads from any
market-driven program and thereby circumvent a Commission program.

DRA, Trigen, TURN, CIG, and CSC agree that the SoCal
contracts ﬁrovide unwarranted preferential arrangements for SDGSE
and SCE which will prejudice other noncore customers seeking gas
services. Trigen points out that the contracts offer two of
SoCal’s 800 noncore customers 20 to 25 percent ¢of SoCal’s total
interstate pipeline capacity rights. SoCal’s pending negotiations
with other Southern California utilities would result in the
allocation of almost 80 pexcent of SoCal’s capacity prior to the
development of a Commission program or an opportunity for other
noncore customers to participate in the allocation process.

Similarly, according to CSC, the contracts circumvent the
Commission’s storage banking program by granting SDG&E and SCE
long~term storage rights which are not available to other customers
under the existing pilot program.
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DRA also objects to the contracts because they appear to
commit SoCal to construction of new capacity. DRA notes SoCal’s
testimony that, if a large numbexr of noncore customer seek long-
term contracts, new capacity may be required. DRA objects to
contracts which commit SoCal to long-term capacity prior to the
development of a capacity allocation program.

Finally, DRA believes other noncore customers will be
harmed by the contracts because significant risk to SoCal is
reduced, thereby providing SoCal with additional leverage in its
negotiations with noncore customers who negotiate for sexrvices in
the future.

SoCal does not believe the contracts provide an unfair
advantage to SCE and SDG&E over othexr noncore customexs. Other
noncore customers may negotiate similar contracts for packages of
gas services at a later time. SoCal chose to negotiate first with
SCE and SDG&E because they are its two largest noncore customers
and because both are utilities with public service obligations.

SCE asserts that approval of the contracts will not
prejudice the outcome of the capacity allocation proceedings, and
the Commigsion’s decision to review the contracts in advance of
hearings in R.88-08-018 is appropriate.

SDG&E argues that its contract with SoCal reflects its
unique position as a local distribution company with special
responsibility to sexrve its customers, a responsibility which
retail customers do not have. It cites D.86~12-009, in which we
found that "(w)holesale customers are unique because their customer
class has both core and non~core elements, and due to the fact that
they impose fewer costs on the primary utility than do retail
customers. The contract with SoCal allows SDGLE to fulfill its
utility responsibility by eliminating the inferior quality of
service provided SDG&E compared with SoCal and Pacific Gas and
Electric Company (PGSE). SCE makes similax points regarding its
obligations as a public utility.
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Discussion: Although approval of the contracts may
favor two SoCal noncore customexs over others, the contracts may be
xeasonable if SDG&E and SCE have a utility obligation which
distinguishes them from other noncore customers and competitors.
Clearly, both SDGSE and SCE have such a utility obligation. With
respect to SDGAE, it has long been the wish of this Commission to
see an agreement with SoCal that would afford SDG&E access to firm
capacity and storage service in order to allow SDG&E to meet its
own independent utility obligations, especially to the core.

Despite the Commission’s intentions with respect to long-
term contracts for SCE and SDG&E, we are concerned that our
approval of the contracts before us could prejudge the
implementation of our capacity allocation program. While we
conclude that these contracts do not provide an unreasonable
advantage to SCE and SDG&E over other noncore customers, we will
require certain changes to promote equal access to long term
capacity assignment rights.

Specifically, we will require that all of the firm
capacity allocated under these contracts be subject to recall by
subsequent decision of the Commission. This provision will enable
the Commission to ensure that long term contracts do not tie up all
the available fixm capacity rights so as to preclude an effective;
non-discriminatory capacity brokering program, which we are
proceeding to develop in R.88-08-018.

We have similaxr concerns about the impact of these
contracts oOn our permanent storage program, which we intend to
develop in place of the current pilot program. We will reduire
that the contracts provide for termination, upon Commission order,
of SCE’s and SDG&E’s rights to inject gas.

E. Are the Contracts Pair and
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‘We next need to consider whether the contracts are fair
to SoCal ratepayers, and whether those contracts are needed to
prevent uneconomic bypass or fuel-switching.

SoCal estimates a revenue shortfall from the contracts of
about $23.2 million for the SDGSE contract and about $8.1 million
for the SCE contract. DRA estimates the shortfall to be about $7.4
million for the SDG&E contract and $6.0 million for the SCE
contract. DRA’s estimate differs from SoCal’s because of differing
assumptions regarding revenue requirement.

SoCal believes the rates in the contracts are reasonable.
Except in the first year, SCE’s demand charge will be established
by the Commission in SoCal’s ACAPs. SDG&E’s analysis of the
difference between revenues at SDGSE’s contract rate and at default
rates over the next five years shows that SDG&E’s discount will
only be a few percent below default revenues, especially in 1991
and after.

SoCal arques that rate discounts are necessary because
SCE and SDG&E have viable alternatives to SoCal’s gas services,
among them, sexvice to SCE by the City of Long Beach, the
construction of a pipeline by SCUPP, and the construction of a
pipeline from the Colorado River by SDG&E. The take-or-pay
obligations further assure that fuel-switching or bypass will not .
become an economic alternative for eithexr SDG&E or SCE.

CIG objects to the reallocation of these costs to other
ratepayers and believes the contracts eliminate risk to SoCal, risk
which the Commission has determined is appropriate. Under current
Commission policy, according to CIG, SoCal is at risk for revenue
shortfalls resulting from discounts to the default rate which occur
between ACAPs. CIG states SoCal has not offered such discounts to
SCE or SDG&E prior to this time. The contracts, however, provide
significant discounts to the default rate and add service
improvements by way of firm interstate capacity, improved prioxity,
storage capacity, most favored nation clauses, and a waiver of the
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portfolio switching ban. CIG believes that because the contracts
have texms of five years or more, SoCal seeks to escape
responsibility for these discounts by shifting the risk to other
customers. CIG asserts that SoCal’s interpretation of D.86-12-009,
that SoCal is insulated from the negative effects of a negotiated
discount because the discount is part of a long~-term contract, is
fundamentally inconsistent with the Commission’s adopted regqulatory
structure. )

CIG believes that SoCal should not be shielded from risk
under long-term contracts, just as it is not shielded from xisk
during the shorxt-term for rate discounts to large customers. CIG
believes exceptions to this rule may be reasonable if, for example,
long-texrm discounts wexe required to maintain or expand load. 1In
this case, CIG believes SoCal has not demonstrated risk of bypass
or fuel-switching. In light of this, and because SoCal has not
needed to discount the default rate previously, CIG axgues the
passthrough of the revenue shorxtfall to other customers cannot be
justified.

TURN shares the concern that if SoCal is able toO pass
along the revenue shortfall from discounting, it will have no
incentive to minimize the discounts. On the other hand, SoCal has
shielded shareholder risk by trading off the discounts absorbed by
ratepayers for a 50 percent transport-or-pay condition. TURN
suggests the Commission direct SoCal to enter into long-term core
transmission sexrvice agreements with its wholesale customers for
theixr core loads in recognition of the need for stable core gas
supplies.

DRA makes similar argquments and believes the contracts
violate Commission orders prohibiting core election when the core
portfolio is priced lower than the noncore portfolio. The
prohibition was established to preclude a situation where increased
gas purchases to serve a larger coxre group increase the core
portfolio rate.
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DRA also believes that SDG&E entered into the contracts
as a way to circumvent the Commission’s decisions in SoCal’s ACAP.
It notes SDG&E testimony stating that the cost allocation
methodology applied to SDG&E in the SoCal ACAP resulted in costs
which wexe higher than SDG&E felt they should have been.

Discussion. The contracts provide to SoCal significant
revenue stability associated with the take-or-pay provisions and
demand charges. TFor these commitments, SDG&E and SCE are assured
access to firm interstate capacity, improved access to storage
banking and discounts from default tariffs. The utilities state
the contracts benefit SoCal ratepayers by mitigating against
bypass, by providing revenue stability, and by committing SDGLE and
SCE to pay their fair share of transition costs.

A threshold question in this proceeding is whether the
contract texms are needed to avert uneconomic bypass. If they are,
SoCal’s ratepayers may benefit from the contracts by retaining some
contribution to rates.

Neither SoCal, SCE, nor SDG&E have provided any
convincing analysis to support the ¢laim that the contracts are
needed to prevent uneconomic bypass oxr fuel-switching. Pipeline
construction may be an option, but the record does not demonstrate
whether it is an economic option for SCE or SDG&E. SoCal testified
that SCE burned fuel oil last winter, but we have no information
regaxrding the circumstances which made fuel-switching economic.
Although SoCal’s witness testified that he had undertaken a bypass
study, the study was not presented on the record, and we are
therefore unsure whether its methods and conclusions are
reasonable.

While the Commission is concerned about the potential for
uneconomic bypass and seeks to avoid it where possible, we will
not approve discounted rates and the resulting cost shift to other
ratepayer classes without a strong showing. In this case, it is
.¢lear that no conclusive demonstration of thé-bypass threat for SCE
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and SDG4E exists. While a number of options may be available to
the utilities, the efficiency of these alternatives has not been
demonstrated sufficiently to allow us to approve discounted rates
for SCE and SDGS&E.

Thus, in this particular case we are not convinced that
the discounts SoCal negotiated with SDG&E and SCE are in fact
reasonable. Essentially, SCE and SDGLE are receiving a premium
sexvice (improved access to storage and firm capacity) at a
discounted rate.

We are not, however, willing to reject the premium
service components ¢f the contract. The contracts, without the
discounts, represent reasonable long-term capacity assignment and
storage banking sexvices for two important customers with their own
utility obligations. Our primary concerns with the service
elements of these long-term contracts--that they might adversely
affect our final capacity brokering program--have been addressed by
the recall conditions we will place on approval of the contracts.
(Section II.D above.)

In regard to the waiver of the portfolio switching ban
for SDG&E and SCE, we have seen no logitimate Justification for
this waiver. We thus reject this portion of the contracts.

F. Are the Contracts Consistent wirh State Law
and Commission Policy Regarding Cogeneration Rates?

SoCal asserts that the contracts are consistent with the
Commission’s policies toward cogenerators because SoCal is willing
to negotiate special agreements with cogeneration customers under
gimilar texms and conditions as Edison has obtained. SoCal notes
that four cogeneration customers have already signed long-term
contracts with SoCal. SDG&E makes similar points.

SCE goes further by asserting that cogenerators are not
satisflied with rate parity, which SoCal is willing to offer by
negotiating similar terms and conditions'for‘similarly situated
cogenerxation customers. Cogenerators, according to SCE, want
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additional subsidies. SCE believes the Commission’s existing
policy goes beyond the requirements of § 454.4 by basing
cogenerator rates on the average UEG rate with higher priority than
UEG customexrs. SCE comments that the contract’s provision
increasing its prioxity to P-3 will not reduce sexvice levels to
other customers because SoCal expects no curtailments for P-1
through P-4 customers during the contract perxiod.

The cogeneration customers object to the contracts on the
grounds that they violate §§ 454.4 and 454.7 of the PU Code, which
provide generally that cogenerators shall have the highest possible
prioxity for the purchase of natural gas at rates not higher than
the established UEG rate. These provisions were enacted in
recognition of the efficiencies of cogeneration facilities and the
associated benefits to all Californians. ,

According to CSC and CCC, the contracts violate these
provisions by significantly increasing SCE’s P-3 volumes. They are
also violated, according to CSC, because the contracts’ bundled
rates for a range of services are below the current transportation-
only rate. CSC contends that SoCal’s offer to negotiate simjilar
contracts with customers who are similarly-situated violates the
Commission’s policy that cogenerators are to be treated equally and
that they axe to receive rates no higher than UEG rates, '
notwithstanding their situation. CSC points out that SoCal’s
witness could identify only one cogeneration customer who might
qualify for a package similar to SCE’s. ‘

Similarly, CCC argues that SoCal’s offer to negotiate
contracts with cogenerators is unacceptable. SoCal testified that
it would not consider offering rates or service similar to those in
the proposed contracts unless cogenerators demonstrated the same
“maxket conditions" faced by SCE and SDG&E. CCC believes
cogeneration customers cannot demonstrate such maxket conditions
and could therefore not realize rate parity with UEGs as required
by law.
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CCC and CSC believe that if the Commission approves the
contracts, it must also require that SoCal offer the same rates and
services to cogenerators as are offered to UEGs under the
contracts. These concessions must be made, under §§ 454.4 and
454.7, regardless of whether cogenerators enter into contracts
with SoCal and regardless of whether they are identically situated
to SCE and SDGSE. All rates should be unbundled. SeCal should
also be required to curtail UEG customers ahead of cogenerators.

Trigen proposes the Commission defer contract approval
until other noncore customers and marketers are given the
opportunity to enter into similar contracts.

Finally, CSC argues that SoCal cannot, as it proposes,
fail to include the Edison contract rate in determining the average
UEG rate used to calculate the rate to cogenerators. Such failure
would be a cleaxr violation of § 454.4.

Discussion. With regard to the effect of these contracts
on cogenerators there are two issues: rate parity and priority.
With respect to rate parity, the elimination of the discounts given
to SCE and SDG&E obviates the need to address this issue.

With regard to cogenerator priority, section 454.7
states:

"The Commission shall, to the extent permitted by federal

law and consistent with Section 2771, provide

cogeneration technology projects with the highest

possible priority for the purchase of natural gas.*
Section 2771 allows the Commission to establish service priorities
based on its deterxmination of which customers and uses “provide the
most important public benefits and serve the greatest public need.”

It is c¢lear that the SoCal contracts intend to provide
for a priority level at least equal to the priority level
established for cogenerators for about 90 percent of SDGLE’s load
and about half of SCE’s load. Although SoCal’s witness testified
that SoCal does not expect curtailments above P-5 during the

contract period, it offered no specific analysié or evidence to




.

ALT~COM=SWH

C.89-05-016, et al. COM/SWH/cgm

support that claim. In fact, that view appears inconsistent with
SoCal’s testimony that both pipeline capacity and natural gas may
be in shorxter supply in the future, especially since the contracts
would add significant additional volumes to the P-3 category.
Moreover, we wonder why the UEGs must be assigned a priority level
highexr than cogenerators if SoCal does not expect to curtail any
customers above the P-5 level.

We could permit higher priority for UEGs under § 2771,
but we would first need to f£ind that the UEGs »nrovide more ,
important public benefits than cogenerators. We see no compelling
reason to do so0 at this time. Without such a finding, the
contracts as written are inconsistent with § 454.7.

We do not reject the upgrade of prioxity for the stated
volumes to P-3. However, cogenerators must receive a higher
priority than UEG customers within their respective service
territories. The contracts should be modified accordingly.

IIXI. Conglusions

We have highlighted several concerns regarding the
contracts as filed and made several observations about long-term
contracts more generally. We affirm our view that long-term
contracts are appropriate under certain circumstances. They are
primarily useful where a customer must make a decision regarding
whether or not to invest in bypass facilities and such facilities
would clearly result in uneconomic bypass.

In this proceeding, we are not convinced that SCE or
SDG&E will undertake uneconomic bypass absent the contracts.
Unless SoCal can clearly demonstrate the necessity of a long-term
contract to avoid uneconomic bypass, we will not allocate to other
SoCal ratepayers xevenue shortfalls associated with those ,
contracts. Without such proof, and in the absence of some type of
xisk-sharing mechanism, we believe that SoCal may be inclined to
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sign long-term contracts with all of its major customers. This
circumgtance would turn our new regulatory program~-which was
designed to promote competition and more efficient utility
management--on its head.

We are also concerned about the effect these long term
contracts may have on our final pipeline capacity brokering
program. We axe committed to the development of a non-
discriminatory and open process for the allocation of pipeline
capacity, a process which is now under consideration in R.88-08~
018. We are also aware that the contracts under consideration
in this proceeding will affect the development and approval by the
FERC of an interstate pipeline allocation program.

On the other hand, both SDGA&E and SCE have
public utility obligations, especially to their core customers.
The availability to them of firm storage and pipeline capacity
would improve their ability to negotiate long term purchases of
natural gas, thereby improving the reliability of their respective
systems. Firm capacity will also give SDG&E and SCE more
negotiating leverage for short terxm gas purchases, potentially
resulting in lower priced gas £for their ratepayers and a more
competitive procurement market.

We see no harm in approving certain elements of the
contracts if their approval is on an interim basis and subject to
any conditions which may be imposed by the FERC and our
determinations in ouxr capacity brokering proceeding. We would
therefore be disposed to approve contracts with the safequards
described in this oxder.

‘ To address the ouxr concerns regarding SoCal’s ratepayers
and cogeneration customers, the modified contracts should offer no
discounts from tariffed rates. '

The ¢ontracts should also be modified so that all firm
pipeline capacity is made éubject to recall by the Commission,
effective on or after November 1, 1990. Similarly, the right to
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inject gas into stoxage should be terminable by the Commission,
effective on or after November 1, 1990. The recall provision would
assure that the contracts do not prejudice our capacity allocation
and storage banking proceedings but would give the parties some
opportunity over the next year to gain experience with a capacity
assignment arrangement, on an interim basis. This provision would
alse give the utilities increased system reliability during the
summer and fall when air quality concerns are most serious. The
Commission will give suitable notice to SoCal, SCE and SDGLE of the
recall action in a formal Commission orxder. The order may be
issued before November 1, depending primarily on our progress in
R.88-08-018, but the recall provision would in any event not take
effect before November 1, 1990.

The modified contracts should also provide that priority
for cogenerators will continue to be higher than that for UEG
customexs consistent with the requirements of the Code. Finally,
the waiver of the porxtfolio switching ban should be eliminated from
the contracts. ‘

~ One unaddressed issue concerns the level of take-or-pay
obligations that SCE and SDG&E would incur with contract
modifications eliminating the rate discounts and adding the recall
provision for firxm capacity and storage injection. The contracts"
currently have provisions for a 90% take-or~pay obligation on the
part of SCE and SDG&E. We expect this obligation to be reduced
somewhat to account for the modifications that are required in the
resubmitted contracts, although the 70% obligation suggested by
Edison in its comments appears to be too low. We remark, however,
that the parties should not in their negotiations underestimate the
value of firm capacity with or without a discount.

If these conditions are acceptable to SoCal, SDG&E and
SCE, SoCal should file amended contracts that conform to today’s
decision, by advice letter within 60 days. |

Eindings of Fact
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L. SoCal has applied for approval of long-term gas
service contracts with SDG&E and SCE. The contracts provide
discounted rates for a full range of natural gas services,
including storage, transportation, and firm pipeline capacity.

2. D.86-12-009 stated that the utilities may negotiate
long~term contracts to encourage the utilities to attract
incremental load which might otherwise be lost.

3. Since the issuance of D.86-12-009, the Commission
has reduced default transportation rates, developed a pilot storage
banking program, and stated its intention to establish a pipeline
capacity allocation program, all of which tend to reduce the risk
of uneconomic bypass of the gas utilities’ systems.

4. No party to this proceeding argued‘that‘the
contracts would harm the ratepayers of SCE or SDGLE.

5. D.86-12-009 stated that utility shareholders may be
liable in rxeasonableness reviews for revenue shortfalls from long-
term contracts if the utility does not maximize contract revenue
based on material information that was ox should have been known at
the time the long-term contract was signed. That decision
expressly prohibits reallocating revenue shortfalls associated with
short-term ¢ontracts.

6. Other noncore customers have not had an opportunity
to negotiate contracts or bid for the range of services the
contracts provide SCE and SDG&E.

7. SCE and SDG4E have utility obligations which other,
non-UEG customers do not have.

8. The recoxrd does not demonstrate that the contracts
are required in order to prevent uneconomic bypass or fuel-
switching.

9. The contract terms which permit portfolio switching
are contrary to the rule which prohibite portfolio switchzng and
which applies to all other noncore customers.
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10. The contracts provide for service priority for
significant volumes of UEG gas which is higher than the priority
for cogenerators.

1l. Long-texm contracts may be required to prevent
uneconomic bypass or fuel switching.

Conclusjions of Law

1. Nothing in this decision should be construed as a finding
of reasonableness regarding SCE or SDG&E’s decisions to sign the
subject contracts with SeCal.

2. D.86-12-009 assumed that revenue shortfalls from long-
term contracts may be allocated to ratepayers in appropriate
circumstances.

3. P.U. Code Section 739.6 would not be violated if the
Commission reallocated revenue shortfalls resulting from a long-
term ¢ontract to SoCal ratepayers if the contract was required to
prevent harm to rxatepayers resulting from significant revenue
losses associated with uneconomi¢ bypass, because such reallocation
was intended by D.86-12-009.

4. P.U. Code Section 454.4 requirxes that cogenerators are
offered rates no higher than those offered by a gas utility to UEG
customexs in the gas utility’s service texritory.

5. P.U. Code Section 454.7 xequires that cogenerators
receive the highest possible priority for the purchase of natural
gas.

6. The waiver of the portfolio switching ban is inconsistent
with current Commission policy and is thus unreasonable.

7. The discounts ¢ffered in the contracts are not
reasonable.

8. The Commission should deny SoCal’s request for approval
of its long-term contracts with SCE and SDGSE.

9. The Commission should consider approving a remegotiated
contract between SDG&E and SoCal which (1) does not offer
discounts, (2) provides that all pipeline and storage capacity will
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be subject to recall by the Commission on oxr after November 1,
1990, (3) provides for the curtailment of contract volumes before
cogenerator volumes, and (4) does not waive the portfolio switching
ban. The utilities may also renegotiate the take-or-pay provisions
of the contract to reflect contract modifications set forth in this
decision.

10. The Commission should consider approving a renegotiated
contract between SCE and SoCal which (1) 4oes not offer discounts,
(2) provides that all pipeline and storage capacity will be
subject to recall by the Commission on or after November 1, 1990,
(3) provides for the curtailment of contract volumes before
cogenexator volumes, and (4) does not waive the portfolio switching
ban. The utilities may also renegotiate the take-or-pay provisions
of the contract to reflect contract modifications set forth in this
decision.

11. 1If the parties renegotiate their contracts pursuant to
Conclusions of Law 10 and 11, SoCal shall file advice letters
seeking approval of the amended contracts. The advice lettexr(s)
should be filed within 60 days of the effective date of this order
and should be served on all parties to this proceeding.

12. This orxder shall be made effective immediately so that
renegotiation between SoCal, SCE, and SDG&E may take place as soon
ag possible.

QRDER
IT IS ORDERED that:

1. Southern California Gas Company’s (SoCal) request for
approval of its contract with Southern California Edison Company
(SCE) is denied.

2. Southern California Gas Company’s (SoCal) request for

approval of its contract with San Diego Gas and Electric (SDGSE) is
denied. -
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3. SoCal may, within 60 days of the date of this order,
file for approval of an advice letter which would establish the
texms and conditions of a contract with SCE, amended in conformance
with this decision. The advice letter shall be served on all
parties to this proceeding.

4. SoCal may, within 60 days of the effective date of this
order, file for approval of an advice letter which would establish
the terms and conditions of a contract with SDG&E, amended in
conformance with this decision. The advice letter shall be sexved
on all parties to this proceeding.

This order is effective today. :
Dated __[DFC 1 R 1089 + at San Francisco, California.

G. MITCHELL Wil %
Prosidont
FREDERICK R. DUDA
STANLEY W. HULETT
JOHN B. OHANIAN
PATRICIA. M. ECKERT
Commissionors

! CERTTIFY THAT THIS DEQIS!
ON
WAS APPROVED 8Y THE Azove
COMMISSIONERS TODAY,

Ve Fal:
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MEMORANDUM

Date December 1, 1989

To The Commission
(Meeting of December 6, 1989)

From  Commissioner Hulettﬁﬂkﬁk

File No.:

Subject : Alternate for H~1, SoCal long-term contracts with~SCB
and SDG&E . :

This is an alternate decision for ALT Malco ‘s decision on the
SoCal long-term contracts for transportat and other services
with SCE and SDG&E.

This decision will still reject the fontracts but will outline .

the modifications we believe would’make the contracts acceptable.
These modifications are:

1. The elimination of the giscounts for transportation service
specified in the contracts;

2. Allowing a certain percentage of the firm capacity allocated
under the contractd to be “recallable” by the Commission for
the purposes of tlle capacity brokerin program being
considered in OJR 88-08-018. The portion of the capacity to
be recallable ¥s to be negotiated by the utilities;

Ensuring tha cogeherators have a higher priority than UEG
customers;

Renegotiayion of the take-or-pay levels to something less
than the A0% level of the contracts;

Elimination of the waiver of the portfolio switching ban.

There are hangéé to most sections but predeminately Section D
and beyon ,‘sta::ingwon‘page”liw‘ : :
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Decision

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNTA

In the Matter of the Application of
Southern California Gas Company to
implement a firm capacity allocation
contract with San Diego Gas &
Electric Company by Advice lLetter
1864, filed March 20, 1989.
(I&S)

Case 89~05-016

(Filed May 10, 1989)

e

)
)
)
)
)
) .
3
In the Matter of the Application of )
Southern California Gas Company to )
implement a firm capacity allocation )
contract with Southern California )
Edison Company by Advice lLetter. )
1872, filed May 2, 1989. g
)
)
)

R.88=-08-018
iled December 21, 1988)

1.87-03-036
/; (Filed March 25, 1987)
) )

(Appearances axe listed in Appendix A.)

And Related Matters.

This decisigh addresses Southern California GCas Company’s
(SoCal) request for approval of two contracts, one with San Diego
Gas & Electric Compsny (SDG&E) and one with Southern California
Edison Company (SCE). Both contracts are for a range of gas
services from SoCAl.

SoCal priginally applied for contract approval by filing
advice letters./ On May 10, 1989, we issued an order instituting an
investigation gnd suspension of Advice Letter 1864 and Advice
Letter 1872 which requested approval of the contracts. WwWe
initiated thig investigation because of the many protests to the
advice letters\we received. Generally, the p:otests.commented'that
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the contracts prejudiced our resolution of issues in R.88-08~018
and raised equity issues.

Eight days of hearings were held in this proceeding. The
case was submitted on August 23, 1989. The parties supporting the
contracts were SoCal, SCE, SDG&E, and the City of San Diego. The
parties opposing the contracts included the Division of Ratepayer
Advocates (DRA), Toward Utility Rate Normalization (TURN),
California Cogeneration Council (CCC), California Industrial Group
and the California League of Food Processors (CIG), Cogenerators of
Southexrn California (CSC), and Trigen Resources Corporation
(Trigen). ,,//

This decision rejects these contracts as £iled, but
offers conditions upon which we would approve themf/.A nurber of
provisions of the agreements SoCal negotiated~Violate previously
articulated Commission policies or are in ﬁ;istent with sections
of the Public Utility Code and, thus, tﬁgp:ontracts require some
modifications. This decision provides guidance to the gas
utilities regarding modifications £o these agreements and also
general guidance on long=-term ¢ fitracts for which they may seek
approval in the future.

SoCal’s coptract with SDG&E provides for all of SDGSE’s
gas service needs, Ancluding long-term price and service
commitments for transportation and storage of SDG&E-owned gas, gas
sales to SDG&E by SoCal, and firm interstate capacity rights. The
initial term is #five years. At the end of the second contract vear
and each annive sary thereafter, the contract would be
automatically xtended for an additional one-year period unless
either party ' |
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*

Specific elements of the contract include:

o.

Remand charges. The demand charge during
the first year of the contract will be
$5.4 million per month. In subsequent
years, the demand charge will be adjusted
based on the percent change in SoCal’s
total non~gas costs as authorized by the
Commission.

Ixansnission Charges. The transmission
volumetric rate during the first year will
be $0.10 per million British thermal units
(MM/Btu). In subseguent years, the
transmission rate will escalate in the same
mannex as the demand charge.

Minimum_Charge. A minimum charge will be
imposed quarterly based on thé number of
days in the quarter timeq/27o'million cukbic
feet per day (MMcfd) tines the transmission
charge, plus the demand charge. This
equates to a ninety percent ”take=or-pay”
on the transmission/charge.

i - The priority for UVEG
volumes up to X25 MMcfd will be P=3.

. Firm interstate
capacity ig provided for up to 300 MMcrd
(225 MMcf@ on El Pasco and 75 MMcfd on
Transwestern). This provision is subject
to FERC /approval of a compatible capacity
progray. Prior to this approval, a
“buy/résale” arrangement will be
implepented.

-~ The contract provides 12.7
billion cubic feet (Bcf) of storage.
Additional storage volumes are available at
the prices contained in the G-STOR tariff
eycept for the reservation fee. .

: ‘ - The contract
pPfovides a waiver of the portfolio ‘
syitching ban now in effect. =
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B. gontract with SCE

The contract with SCE provides all of SCE’s gas service
needs, including long-term pricing and service commitments for
transpertation, storage, and distribution of SCE-owned gas, retail
gas sales to SCE by SoCal, and firm interstate capacity rights.
The initial term is five years. At the end of the fourth contract
Year and each anniversary year therecafter, the contract is
automatically extended for an additional one-year period unless
either party notifies the other of contract cancellation.

Speciftic provisions of the contract include:

¢ Demand Charges. The demand charge during
the first year of the contract will be
$4.75 million per month. In subsequent
years, the demand charge will be -

established by the Commission in SaCal?s
annual cost allocation procegging (ACAP) .

Yaxiable Charges. The TingI rate during
the first year will be $0.24 MMBtu, and the
Tier IX rate will be .$0.15 MMBtu. The Tier
I rate may be revised in conjunction with
the 0.5 cent per therm discount from the
1989 ACAP average rate provided for in the
contract. In _subsequent years, both
variable rates will be adjusted based on
c¢hanges in SoCal’s authorized margin.

i - » A minimum charge will be
imposeQ/quarterly based on the number of
days in the quarter times ninety percent of
the Tier I volumes times Tier I variable
charge, plus the demand charge.

. The priority for the
Tier I volumes of 300 MMcfd in the summer
and 200 MMcLd in the winter will be P-3.
?&er IZ voelumes will be P-5.

Interstate Capacity. Firm interstate
i capacity is provided for Tier I volumes.
Seventy percent of the volumes are on the
' El Paso system and thirty percent are on
the Transwestern system.

-~ The contract provides 4 Bcf of

storage, with SCE paying the in-kind
injection charge and the operating and

-4 -
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maintenance injection charge specified in
the G~STOR tariff.

Poxtfollio Switching Bapg. The contract
provides a waiver of the portfolio
switching ban now in effect. .

IX. Issues

These contracts are the f£irst under our new regulatory
framework to be entered into by a gas utility and major customers
for the provision of the full range of gas services. Those .
sexvices include gas transportation, firm pipeline cagacfé&, and
storage. Two rates are included in the contrac%i,/dﬁé is a
volumetric rate, the other is a flat demand charge. The rates are
"bundled,” that is, neither rate is asso€§at€a with a specific
service, such as storage or transportg;idn.

The contracts also commit SDGAE and SCE to a revenue
requirement by providing for minimum charges and take~or-pay
volumes. These contract elementd appear to be the quid pro quo for
significant discounts from tariffed rates and guaranteed storage
and pipeline capacity.

The contracts result in significant revenue shortfalls
(losses) to SoCal, at least irn the short term. SoCal proposes to
recover these lost revenues from its other customers.

In general,/ the utilities--SoCal, SCE, and SDC&Ew-assert
that the contracts benefit SoCal ratepayers over the contract term
by reducing the ri®k of bypass or fuel switching by SCE and SDG&E.
The utilities a;f@ believe the contracts benefit the customers of
SCE and SDG&E by providing reduced rates and security of supply.
The utilities p%lieve the Commission should consider the contracts
in light of t§§ utility obligations of SDGLE and SCE.

Parties opposing the contracts believe that the contracts
disadvantage“éompetitors for pipeline and storage capacity, that
they are unnecessarily costly and fisky to~SoCa1lratepayers, and

!
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that they conflict with Public Utilities (PU) Code sections which
address gas rates and service to cogenerators.

To determine whether the contracts are reasonable we need
to determine the costs and benefits of the contracts, and balance
those costs against the benefits. Specific issues are addressed in
this decision:

l. Is approval of the contracts consistent
with Commission policy regarding long-term
contracts?

Do the contracts benefit SCE and SDG&E
ratepayexrs?

-t

o~
Are the contracts consistent with PU Codéi§
739.6 regarding cost allocations?

Do the contracts provide an unr¥easonable
advantage to SCE and SDG&E.over other
noncore customers?

Are the contracts fair and reasonable to
SoCal ratepayers?

Are the contracts consistent with state law
and Commission/policy regarding
cogenerators

A. Is Approval of the Contracts Consistent with Commigssion

SoCal argudéithat the contracts are fully consistent with
past Commission desi;ions and policies. It cites Decision (D.)
86-12-009, in which we found that long-term contracts would permit
the utilities tg/%egotiate service packages tailored to the needs
of individual customers and thereby reduce utility and ratepayer
risk. The pri?ary objective of long-term contracts would be to
reduce the risk of fuel switching and bypass by customers who might
otherwise provide margin contributions. '

DRA and TURN do not believe the contracts are consistent
with current COmmission:policy which has evolved since the issuance
of D.86-12-009. Specifically, DRA argues that D.86~12-009 is
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outdated because the gas utilities no longer have excess capacity
and the Commission has issued several orders providing a regulatory
framework for storage banking and interruptible capacity on
interstate pipelines. The Commission anticipates development of
market-based allocation for pipeline capacity, as set forth in
P.88-12~009.

TURN also points out that the Commission’s regqulatory
program has changed since D.86-12~009, in which the Commission
expressed the desirability of long-term contracts. At that tine,
the Commission expected many, if not most, noncore customers would
negotiate discounts because the default rate (i.e., the tariffed
transportation rate) was high. Since that time, the COmmiasion, in
D.87-03~044, lowered noncore default rates to ﬁgpedded costs.
Accordingly, negotiated contracts are not the-riorm the Commission
once expected they would be, and, TURN argies, the Commission
should reconsider its view of long-te:m(;ontracts.

Discussion. The purpose of discounted long=-term
contracts, as put forth in D.86=12-009, continues to be of primary
importance to us. That purpogée is ~to encourage the utilities to
attract incremental lcad Ch might otherwise be lost.” We agree
with TURN and DRA that i&xcumstances have changed since the
issuance of D.86-~12-009, We have approved changes in rate design,
developed a pilot storage banking program, and stated our intention
to establish a capacdty allocation program. These requlatory
changes improve teg position of noncore and wholesale customers,
including SDG&E 3nd SCE. They also reduce the impetus for bypass.

Notwithstanding the requlatory changes which have taken
place since 198% long-term contracts with discounted rates may
still be a reasonable mechanism for preventing uneconomic bypass or
zuel switchiqg. We will therefore consider. whather the contracts
are necessary on that basis.
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B. Do the Contracts Benefit’
SDG&E_and SCE Ratepayerg?

The utilities and the City of San Diego believe that the
contracts provide significant benefits to ratepayers of SCE and
SDGGE which should be considered. These benefits include lower
rates, price stability, and supply security. According to SDGLE,
the benefits to its ratepayers offset any costs to SoCal’s
ratepayers. SDGAE also comments that the contract allows it to
become a major new buyer in the Southwest, which will enhance
market competition and benefit all of california‘’s ratepayers.

SCE believes it must reduce its reliance on tke spot
market and interruptible transportation because of an expected
supply shortage. SCE states that the contract terms permlt it to
do that, with substantial benefits for its customexrs.’

The parties did not challenge the ut rf/les’ asgertions
that the contracts would provide benefits to” the ratepayers of
SDG&E and SCE. ,

Discussion. Generally, l;/appears that SCE and SDG&E
ratepayers benefit substantially from the contracts, at least
during the first years, mainlg/es a result of reduced prices,
increased supply security, and access to gstorage and pipeline
capacity. The evidence offered in this proceeding does not permit
a determination of whethexr the risks of the take~or-pay
requirements in the coptracts before us are offset by more stable
gas supply services.,

C. Are the Contracts Consistent with PU Code
§.739.6 Reaardfng Cost Allocations?

SoCal believes that its proposal to allocate to its
customers revenu% shortfalls associated with the contracts is fully
consistent with? Public Utilities Code § 739.6 (enacted by SB 987).
That section prohibits changes in cost allocation methodology until
1991 if those changee would harm residential customers.' The
'contracts,’according to SoCal, are designed to- maximize long-run
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revenues from SDG&E and SCE and thereby protect residential
ratepayers. SoCal also states that D.87-05-046 permitted
allocation of contract shortfalls to other ratepayers. SocCal
argques that the issue in this proceeding is not whether the
Commission should approve any long-term service agreements, but
whether the particular terms and conditions of these two service
contracts should be approved.

SDG&E argues that § 739.6 is not violated by the
contracts because the intent of SB 987 was primarily to protect low
income customers from the effects of baseline rate design.‘/Even ir
the Commission’s interpretation of the bill is broader than this,
SDG&E believes that long-term contracts were clearly”part of the
cost allocation methodology adopted by the chmiéglon in
D.86-12-009. In any event, the contract addx@gses an inequity
between core customers by placing SDG&E‘; stomers on a more equal
footing with those of SoCal. Section 9.6 allows the Commission
to redress such inequities.

TURN believes that allaphting revenue shortfalls to
ratepayers would change the existing cost allocation methodology in
violation of § 739.6. Revenud/;hortfalls, estimated to total about
$31 million for both contragé;, would be recovered from core
ratepayers. TURN points gt that, contrary to SoCal’s agsumption,
D.87-05-046 permitted regovery of contract shortfalls only for
those long~term contraiﬁs already in existence and were treated as
7transition costs.” early, according to TURN, the Commission did
not intend that tutugh-contracts would be similarly treated.

Noxr, accorfling to TURN, did the Commission in D.86~12-009
set forth specific freatment of long-term contracts which would
have later been endorsed by § 739.6.

Discussidn. D.86~-12-009 anticipated that long~-term
contracts may be nedsessary to retain and increase load. That
decision did not allocate specific contract costs to specific
customers because no such contracts then existed. It,&id,.hcwever,
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assume that associated revenue shortfalls may need to be recovered
from other customers. D.86-12-009 states that utility shareholders
are liable, in reasonableness reviews, for revenue shortfalls from
long-term contracts if the utility does not maximize contract
revenue based on material information that was or should have bheen
known at the time the long-term contract was signed. D.86~12-009
expressly prohibits reallocating revenue shortfalls associated with
~ short-term contracts.' As SoCal points out, these two statements
together imply that we will ccnsider allocating long-term contract
revenue shortfalls to other customer groups. Therafore, we,wdﬁid
not violate § 739.6 by allocating long-term contract shoféialls to
other SoCal customers. ‘

In addition, § 739.6 permits the Comnission to change its
cost allocation methodology under certain ciréamstances- Section
739.6 states that the Commission shall Egﬁgln the cost allocation
methodology adopted in D.86-12-009 andsD.86-12-010 until
December 31, 1990, except that:

#the commission may modify this cost allocation
methodology to addressfcustomer hardships and

inequities if resideptial customers as a class

are not, on balance/ adversely affected and the

purpose of the modification is not solely

protection of gasfcorporation revenues.”

SoCal is correip that § 739.6 would not necessarily be
violated simply because a long-term contract resulted in a revenue
shortfall. In the context of the contracts which are before us, we
interpret this sectio?ftovpermit us to reallocate costs to
residential gas ratepayers if the contracts would protect them from
., significant rate increases which would otherwise occur due to
uneconomic bypass oxX fuel switching.

‘We also agree with SDG&E that § 739.6 would permit us to
reallocate revenuesrymom the residential gas customers of SDG&LE to
those of SoCal if SDG4E’s residential gas customers are suffering.

an inequity under existing circumstances. We do not believe that
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the Legislature intended to restrict us from redressing inequities
which may exist between the residential gas customers of two
regulated utilities.

We must therefore determine whether the contracts will
prevent either a loss of significant contribution or address an
inequity suffered by residential customers. We note that the
allocation of any revenue shortfalls resulting from approval of the
contracts would ultimately be determined in SoCal’s ACAP.

We do not agree with SDG&E that § 739.6 is designed
exclugsively to protect low=income customers from the effects of
baseline rate design. The language in that section Clearly
prohibits us from changing our cost alleocation méthodoloqyﬁﬂyith
very limited exceptions, until 1991. That section does not limit
its applications to situations where baseline rates.may affect low
income customers.

D. Do the Contracts Provide an Unreasonable“Advantage
to SDGSE and SCE over other Noncore Customers? .

P o
Many parties, including DRA./TURN, €SC, CCC, Trigen, and

CIG, believe the contracts compromise the Commission’s efforts to
adopt a comprehensive program tqf/éapacity allocation, although
none objected to the use of lopng-term contracts in general. <¢SC
and CIG point out that the COmmission has repeatedly expressed its
preference for a market-based prioxrity charge, established by
bidding. The contracts remove SoCal’s largest gas loads from any
market-driven program and thereby circumvent a Commission program.
DRA, Trigen,aTURN CIG, and CSC agree that the SoCal
contracts provide unwarranted preferential arrangements for SDG&E
and SCE which will p:ejudmce other noncore customers seeking gas
services. Trigen pﬁints out that the centracts offer two of
SoCal’s 800 noncore customers 20 to 25 percent off SoCal’s total
intexrstate pipeline capacity rights. . soCal’s pending negotiations
with other Southern California utilities would result in the
allocatzon of almost 80 percent of SoCal’s capacity prior to the
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development of a Commission program or an opportunity for other
noncore customers to participate in the allocation process.

similarly, according to CSC, the contracts circumvent the
Commission’s storage banking program by granting SDGSE and SCE
long-term storage rights which are not available to other customers
under the existing pilot program.

DRA also objects to the contracts because they appear to
commit SoCal to construction of new capacity. DRA notes SoCal’s-
testimony that, if a large number of noncore customer seekxlong-
term contracts, new capacity may be required. DRA ob cts to
contracts which commit SoCal to long~term capacityyprior to the
development of a capacity allocation program.

Finally, DRA believes other noncore customers will be
harmed by the contracts because significant risk to SoCal is
reduced, thereby providing SoCal with,additional leverage in its
negotiations with noncore customexrsswho negotiate for services in
the future.

SoCal does not believe the contracts provide an unfair
advantage to SCE and SDG&E over other noncore customers. Other
noncore customers may negotiate similar contracts for packages of
gas services at a later tdme- SoCal chose to negotiate first with
SCE and SDG&E because tbey are its two largest noncore customers
and because both are gxilzties with public serxvice obligations.

SCE assergyfthat approval of the contracts will not
prejudice the outcome of the capacity allocation proceedings, and
the cOmmission's-dgcision to review the contracts in advance of
hearings in R.Sej%8-018 is appropriate.

SDG&Eé?rgues that its contract with SoCal reflects its
unique position as a local distribution company with special
responsibility to serve its customers, a responsibility which
retail customers do not bave. It cites D.86~12-009, in which we
found that #(w)holesale customers.are_unique~because~their customer
gas has both core and;ndn-core elements,vandidue to the fact that
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they impose fewer costs on the primary utility than do retail
customers.” The contract with SoCal allows SDG&E to fulfill its
utility responsibility by eliminating the inferior quality of
service provided SDG&E compared with SoCal and Pacific Gas and
Electric Company (PG&E). SCE makes similar points regarding its
obligations as a public utility.

Discussion: Although approval of the contracts may
favor two SoCal noncore customers over others, the contracts may be
reasonable 1f SDG&E and SCE have a ntility obligation which
distinguishes them from other noncore customers and competitors.
Clearly, both SDG&E and SCE have such a utility obligation. Wwith
respect to SDG&E, it has long been the wish of this Commission.to
see SDGLE negotiate an agreement with SoCal that would atford it
access to firm capacity and storage sexrvice in ordq:fto allow it to
meet its own independent utility obligations, espﬁgially to the
core. td/,ﬂ//

Despite the Commission’s intentdons with respect to long-
term contracts for SCE and SDG&E, we are concerned that our
approval of the contracts before ugncould prejudge the
implementation of our capacity a;‘bcation program. The contracts
commit significant capacity tohﬁho-major customers before the
development of a pipeline allocation program. While we conclude
that these contrxacts do\notdgrovide an unreasonable advantage to
SCE and SDG&E over other noncore customers, the contracts may
thwart our efforts to egzablish a final capacity brokering program.
We will therefore require that some amount of the firm capacity
allocated under thesef@ontracts be recallable by subsequent
decisions of the Commission in the establishment of a capacity
allocation programJ’ By “recallable” we mean that the capacity, now
allocated for use éy SCE and SDG&E, will be available for
allocation to others should the circumstances in the oapacity

- brokering program warrant.
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E. Are the Contracts Falr and

Reagonable to SocCal Ratepavers?

We next need to consider whether the contracts are fair
to SoCal ratepayers, and whether those contracts are needed to
prevent uneconomic bypass or fuel-switching.

SoCal estimates a revenue shortfall from the contracts of
about $23.2 million for the SDGLE contract and about $8.1 million
for the SCE contract. DRA estimates the shortfall to be about $7.4
million for the SDG4E contract and $6.0 million for the SCE
contract. DRA’s estimate differs from SoCal’s because of dirzering
assumptions regarding revenue requirement.

-

SoCal believes the rates in the contracts are reasonable.
Except in the first year, SCE’s demand charge will be _established
by the Commission in SoCal’s ACAPs. SDG&E’s analysis of the
difference between revenues at SDGLE’s contractﬂgate and at default
rates over the next five years shows tha:ﬁgpdzh’s discount will

only be a few percent below default reveptes, especially in 1991
and after.

SoCal argues that rate diséounts are necessary because
SCE and SDG&E have viable alternatives to SoCal’s gas services,
among them, service to SCE by the City of Long Beach, the
construction of a pipeline by/SCUPP, and the construction of a
pipeline from the COlorad:k?ﬂver by SDG&E. The take-or-pay
obligations further assure/that fuel-switching or bypass will not
become an economic alte étive for eithexr SDGLE oxr SCE.

' CIG objectsdyzpthe reallocation of these costs to other
ratepayers and believes the contracts eliminate risk to SocCal,.risk
which the COmmissio;/ﬁas determined is appropriate. Under current
Commission policy, dccording to CIG, SoCal is at risk for revenue
shortfalls resultipgg from discounts to the default rate which occuy
between ACAPs. CJG states SoCal has not oftered such discounts to
SCE ox SDG&E prio to this time- The contracts, however, provide
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significant discounts to the default rate and add service
improvements by way of firm interstate capacity, improved priority,
storage capacity, most favored nation clauses, and a waiver of the
portfolio switching ban. CIG believes that because the contracts
have terms of five years or more, SoCal seeks to escape
responsibility for these discounts by shifting the risk to other
customers. CIG asserts that SoCal’s interpretation of D.86~12~009,
that SoCal is insulated from the negative effects of a negotiated
discount because the discount is part of a long~-term contract, is
fundamentally inconsistent with the Commission’s adopted regqulatory
structure. L

CIG believes that SoCal should not be shie;dedfrrom risk
under long-term contracts, just as it is not sgﬁgldéd from risk
during the short~-term for rate discounts Z:;}arge customers. CIG
believes exceptions to this rule may be reasonable if, for example,
long-term discounts were required to-ma&ntain or expand load. In
this case, CIG believes SoCal has not’ demonstrated risk of bypass
oxr fuel-switching. In light of this, and because SoCal has not
needed to discount the default rate previcusly, CIGC argques the
passthrough of the revenue shortfall to other customers cannot be
. Justified.

TURN shares thesconcern that if SoCal is able to pass
aleng the revenue shortfall from discounting, it will have no
incentive to minimize Eﬁe discounts. On the other hand, SoCal has
shielded shareholderjrisk by trading off the discounts absorbed by
ratepayers for a 90 /percent transport-or-pay condition. TURN
suggests the Commigsion direct SocCal to enter into long-term core
transmicsion servf%e agreements with its wholesale customers for
their core loadsj&n recognition of the need: for stable core gas

supplies. ,

- DRA mai@s sinilar arguments and believes the contracts
viclate Commission orders prohibiting core election when the coxe
portfolio is priced lower than the noncore portfolio. The
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prohibition was established to preclude a gituation where increased
gas purchases to serve a larger ¢ore group increase the core
portfolio rate.

DRA also believes that SDG&E entered into the contracts
as a way to circumvent the Commission’s decisions in SoCal’s ACAP.
It notes SDG&E testimony stating that the cost allocation
methodology applied to SDG&E in the SoCal ACAP resulted in costs
which were higher than SDG&E felt they should have been.

Discussion. To summarize the essential elements of these
contracts: in return for the minimum charge provisions of these
contracts and the assocciated revenue stability of those gg;ms;"
SoCal offered to SCE and SDG&E improved access to firm~{nterstate
capacity, improved access to storage banking and d&scounts from
default tariffs. This was done, in general, gp’gltigate against
the threat of uneconomic bypass or fuel switChing by SCE and SDGLE
and to obtain a solid commitment by SCE 3d SDGSE to pay their fair
share of transition costs. The utilitfes state the contracts
benefit SoCallratepayers by mitigatfﬁé against bypass, by providing
revenue stability, and by committAng SDGEE and SCE to pay their
fair share of transition costs

A threshold gquestidn in this proceeding is whether the
contract terms are needed tg avert uneconomic bypass. If they are,
SoCal’s ratepayers will E?netit from the contracts by retaining
some contribution to ra

However, neither SoCal, SCE, nor SDG&E have provided any
convincing analysis tcfsupport the c¢laim that the contracts are
needed to prevent undconomic bypass or fuel-switching. Pipeline
construction may be"n option, but the record does not demonstrate
whether it is an ecpnomxc option for SCUPP or SDG&E. SocCal
testified that sczﬁburned fuel o0il last winter, but we have no
information regardiqg the circumstances which made fuel-switching
economic. Although\SoCal’s witness testified that he had
undertaken a bypass study, the study was not presented on the -




C.89-05-016, et al. COM/SWH/cgm  ALT~COM-SWH

record, and we are therefore unsure whether its nmethods and
conclusions are reasonable.

While the Commission is concerned about the potential for
uneconomic bypass and seeks to avoid it where possible, proof of
the threat is necessary for the Commission to approve discounted
rates and the resulting cost shift to other ratepayer classes. In
this case, it is clear that no conclusive demonstration of the
bypass threat for SCE and SDGLE exists. While a number of options
may be available to the utilities, the efficiency of these
alternatives has not been demonstrated sufficiently to allow us to
approve discounted rates for SCE and SDG&E. o

Thus, in this particular case we are not convinced that
the discounts SoCal negotiated with SDGSE and SCE are~in fact
reasonable. Essentially, SCE and SDGEE are recei¥ing a premium
service (improved access to storage and fi apacity) at a
discounted rate. If the justification, tuégggtential bypass of the
two larget customers of SoCal, were more conclusive we might be
persuaded that the discounts as negptiated are reasonable.

We are not, however, wLIiing to reject the premium
service components of the contract. The contracts, without the
discounts, represent reasonable long-term capacity brokering and
storage banking services :or two important customers with their own
utility obligations. Ounfonly concerns with these long-term
services, that they nght adversely affect our final capacity
brokering program, have been addressed by the recall conditions we
will place on approﬁﬁﬁ of the contracts.

In regard-to the waiver of the portfolio switching ban
for SDG&E and SCE,fwe have geen no legitimate justification for
this waiver. We thus reject this portion of the contracts.

r. Are the COntracts COnsistent with State Law

SoCal 6ssert5~that tha contracts are consistent with the
Commission’s policies toward cogenerators-because SoCal is willing
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to negotiate special agreements with cogeneration customers under
similar terms and conditions as Edison has obtained. SocCal notes
that four cogeneration customers have already signed long-term
contracts with SoCal. SDGSE makes similar points. *

SCE goes further by asserting that cogenerators are not
satisfied with rate parity, which Socal is willing to offer by
negotiating similar terms and conditions for similarly situated
cogeneration customers. Cogenerators, according to SCE, want
additional subsidies. SCE believes the Commission’s existing.
policy goes beyond the requirements of § 454.4 by basing
cogenerator rates on the average UEG rate with highg;fpziority than
UEG customers. SCE comments that the contract’s provision
increasing its priority to P=~3 will not reduce/ﬁgz:ice levels to
other customers because SoCal expects no curtailments for P-1
through P-4 customers during the contrﬁgt’;eriod.

The cogeneration customers object to the contracts on the
grounds that they violate §§ 454. 4uand 454.7 of the PU Code, which
provide generally that cogeneratoxa shall have the highest possidle
priority for the purchase of natural gas at rates not higher than
the established UVEG rate. T%ﬁge provisions were enacted in
.recognition of the efficiencies of cogeneration facilities and the
assoclated benefits to all/Calitorn;ans.

According to cdé and CCC, the contracts violate these
provisions by signiricantly increasing SCE’s P=3 volumes. They are
also violated, according to CSC, because the contracts’ bundled
rates for a range og’éervices are below the current transportation-
only rate. CSC contends that SoCal’s offer to negotiate similar
contracts with cu-tomerb who are similarly-situated violates the
Commission’s polzcy that cogenerators are to be treated equally and
that they are to xeceive Tates no higher than UEG rates,
notwithstanding their situation. CSC points out that SocCal’s
witness could identi:y only one cogeneration customer who might
qualify for a package sinilar to SCE’s .
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Similarly, CCC argues that SoCal’s offer to negotiate
contracts with cogenerators is unacceptable. SoCal testified that
it would not consider offering rates or service similar to those in
the proposed contracts unless cogenerators demonstrated the same
"market conditions” faced by SCE and SDG&E. CCC believes
cogeneration customers cannot demonstrate such market conditions
and could therefore not realize rate parity with UEGs as required
by law. g

CCC and CSC believe that if the Commissiom approves the
contracts, it must also require that SoCal otf the same rates and
sexrvices to cogenerators as are offered to UEGs under the
contracts. These concessions must be made, under §§ 454.4 and
454.7, regardless'ot whether cogenerators enter ihtovcontracts
with SoCal and regardless of whetheilthey are identically situated
to SCE and SDG&E. All rates shouf& be unbundled. SoCal should
also be required to curtail UEC customers ahead of cogenerators.

Trigen proposes the’ Commission defer contract approval
until other noncore customers and marketers are given the
opportunity to enter ints” sinilar contracts.

Finally, CsCy/argues that SoCal cannot, as it proposes,
fail to include the Edison contract rate in determining the average
UEG rate used to cajgulate the rate to cogenerators. Such failure
would be a clear violation of § 454.4.

Discusgion. It appears to us that with regard to the
effect of thesejcontracts on cogenerators there are two issues:
rate parity an' priority. With respect to rate parity,
elimination of the discounts given to SCE and SDG&E, which we would
require as a i ondition for contract approval, obviates the need to
address this issue.

With regard to cogenerator priority, section 454.7
states:

“The Commission shall, to the extent permitted by federal
law and consistent with Section 2771, provide
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cogeneration technology projects with the'highest

possible priority for the purchase of natural gas.”
Section 2771 allows the Commission to establish service priorities
based on its determination of which customers and uses “provide the
most'important public benefits and serve the greatest public need.”

‘ It is clear that the SoCal contracts intend to provide
for a priority level at least equal to the priority level
established for cogenerators for about 90 percent of SDGLE’s load
and about half of SCE’s load. Although SoCal’s witness testified
that SoCal does not expect curtailments above P-5 during thé
contract period, it offered no specific analysis or’pviaence to
support that claim. In fact, that view appears incensistent with
SoCal’s testimony that both pipeline capacityrand natural gas may
be in shorter supply in the future, espec 'iy since the contracts
would add significant additional volumes”to the P~3 category.
Moreover, we wonder why the UEGs must/be assigned a priority level
higher than cogenerators if SoCal &5;3 not expect to curtail any
customers above the P-5 level.

We could permit higeg& priority for VEGs under § 2771,
but we would first need to fimd that the UEGs provide more
important public beneritsrt.gn cogenerators. We see no compelling
reason to do so at this time. Without such a finding, the
contracts as written arg/&nconsistent with § 454.7.

We do not reject the upgrade of priority for the stated
volumes to P-3. Howevér, it is clear that whatever priority is
established for UEG volumes, cogenerators must receive a higher
priority than UEG customers within their respective service
territories. 1In ad@ition, consistent with SDG&E’s wish for
independent status{ the parties should investigate methods for
achieving.SbG&E’sfgoallot-independent status froem SoCal. We
encourage‘acceptaile contract”ldnguage'td»be negotiated by SocCal

) .
with SCE and SDG&E.
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IXr. Conclusions

To conclude, the contracts as filed are rejected.
However, the Commission will approve new contracts modified to meet
the following conditions. First, the transportation rate discounts
should be eliminated. Second, a certain proportion of the firm
interstate capacity righte SCE and SDG&E are to receive undexr the
contracte, to be negotiated by the parties, is to be recallable by
the Commission in the capacity brokering orxrder. This is in order
to insure that the Commission’s final capacity brokering program is
not unduly harmed by such long-term contracts. The Commiﬂ;ion will
give suitable notice to SoCal, SCE and SDGLE of the’fgcall action
in a formal Commission decision or resolution.. Third, priority for
cogenerators will continue to be higher than“that for UEG.

Finally, the waiver of the portfolio swiz/hing ban should be
eliminated from the contracts.

One unaddressed issue concerns the level of take~or-pay
obligation that SCE and SDG&E s%nil must incur despite the
elimination of the rate discoupts. The contracts currently have
provisions for a 90% take-o€;pay~obligation on the part of SCE and
SDG&E. In its comments togsthe ALY proposed decision, SCE stated
its position that if the.d{:counts were to be eliminated, a 70%
take~or~-pay obligation wéﬁld be appropriate. We are not convinced.
As this decision indicates, the minimum charge provision of the
contracts was a quid/brO«quo for the firm capacity and storage
volunes as well as the rate discounts. While the elimination of
the discounts certdénly reduces the benefits of this agreement for
SCE and SDG&E, acééss to firm capacity and storage banking is still
a tremendous bendtit to these customers, as they themselves argued
during the heari:gs.

Ir negotiations on a final take-orxr-pay level and on
the amount of ¢ aczty to be recallable at a future date by the
commission are negessary. It should be clear from the previous
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discussion that the final take-or-pay level for SCE should be
between 70% and 90%; the final take-or=-pay level for SDG&E may be
different from that for SCE if circumstances warrant. For
recallable capacity, at least one-third of the capacity to be used
for non~core customers must be recallable, abcutiso MMcLd for SDGAE
and 100 MMcfd for SCE.

If these conditions are acceptable to SoCal, SDGEE and
SCE, SoCal should file amended contracts that conform to tolday’s
decision by advice letter within 90 days.

Generally, this decision affirmsg our belief that long-
term contracts are appropriate under certain circumstances. They
are primarily useful where a customer must make a decicipn-“_
regarding whether or not to invest in bypass facilities and such
facilities would ¢learly result in uneconomic bgpass from the
utility’s system.

As we have mentioned earlier, ead’::.evidenced by our
rejection of the rate discounts contained in these contracts, we
are not satisfied with the demonstratfgn of the uneconomic bypass
threat made by SoCal in this procgeding. In the future, unless
SoCal can clearly demonsctrate the necessity of a long-term contract
to avoid uneconomic bypass, wefwill not allocate to other SoCal
ratepayers revenue shortfalls associated with those contracts.
Without such proof, and inthe absence of seme type of risk-sharing
mechanism, we believe tn&é SoCal may be inclined to sign long-term
contracts with all of its major customers. This circumstance would
turn our new regulatcry progran-~-which was designed to promote
competition and morq,etricient utility management--on its head. As
we have stated earlder in the decision, special circumstances exist
for these two large investor-owned utilities that justify the
approval of some terms of this contract.

An increased number of long-term contracts could be
damaging to other participants in the markets for storage andé
pipeline capacity if they commit a signiricant amount of these




-,

C.89-05-016, et al. COM/SWH/cqm ALT=-COM~SWH

services. ILong-term contracts commit significant capacity to
specific customers at negotiated rates, while other noncore
customers may have to bid for capacity based on their value of
service. This may not be a problem prior to the establishment of a
pipeline capacity allocation program if it can be demonstrated that
a contract is required to forestall bypass which is ecomomic for
the customer and addresses the other concerns raised in this
decision.

1. SoCal has applied for approval of leggrtE;;/;as
service contracts with SDG&LE and SCE. The contracts provide
discounted rates for a full range of natural_gas services,
including storage, transportation, and firm pipeline capacity.

2. D.86-12-~009 stated that#iie utilities may negotiate
long-term contracts to encourage the utilities to attract
incremental load which might ogpérwise be lost.

3. Since the issuance of D.86-12-009, the Commission
has reduced default transportation rates, developed a pilot storage
banking program, and stated its intention to establish a pipeline
capacity allocation prpé;am, all of which tend to reduce the risk
of uneconomic bypass.ék the gas utilities’ systems.

4. No party to this proceeding argued that the
contracts would qum the ratepayers of SCE or SDGLE.

5. 3&@6—12-009 stated that utility shareholders may be
liable in reasonableness reviews for revenue shortfalls from long-
term contrac;é’if the utility does not maximize contract revenue
based on material information that was or should have been known at
the time the long-term contract was signed. That decision

expressly prohibits reallocating revenue shortralis associated with
short te:m(sontracts. ; - ,
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6. Other noncore customers have not had an opportunity
to negotiate contracts or bid for the range of services the
contracts offer SCE and SDG&E.

7- SCE and SDG&E have utility obligations which other,
non=UEG customers do not have.

8. The record does not demonstrate that the contracts
are required in order to prevent uneconomic bypass or fuel~
switching.

9. The contract terms which permit portfolio switching
are contrary to the rule which prohivits portfolio switching and
which applies to all other noncore customers.

10. The contracts provide for service priority for
significant volumes of UEG gas which is higher than the priority -
offered‘to cogenerators. ﬂ/,w’

1l. Long~-term contracts may ke required to~p:ev§nt
uneconomic bypass or fuel switching. ‘
Conclusions of Iaw :

1. Nothing in this decision should be ,onstrued as a finding
of reascnableness regarding SCE or SDG&E’s’decisions to sign the
subject contracts with Socal. .

2. D.86-12-009 assumed that revenue shortfalls from long-
term contracts may be allocated to#@gtepayers- Therefore, the
Commission would be in compliance with § 739.6 if it allocated
revenue shortfalls associated #ith SoCal’s contracts to SoCal
customers.

3. Section 739.6 woMld not be violated if the Commissioen
reallocated revenue shortfalls resulting from a long-term contract
to SoCal ratepayers if sthe contract was required to prevent harm teo
ratepayers resulting from significant revenue losses associated
with uneconomic bprsé, because such resllocation was intended in
D.86-12~009. - S :

4. Section/739.6 would not be vielated if the Commission
reallocated rej;pue requirement between the residential gas

»
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ratepayers of two regulated utilities, if that reallocation sought
to redress inequities between those two groups of ratepayers.

5. The application of § 739.6 is not limited to situations
whereby baseline rate design affects the rates of low-income
customers.

6. Section 454.4 requires that cogenerators are offered
rates no higher than those offered by a gas utility to UEG
customers in the gas utility’s service territory.

7. Section 454.7 recuires that cogenerators receive the
highest possible priority for the purchase of natural gas.

8. The waiver of the portfolio switching ban is inconsistent
with current Commission policy and is thus unreasonable.

9. The discounts offered in the contracts are not e
reasonable. =

10. The Commission should deny SoCal’s reqpesf";;r approval
of its long-term contracts with SCE and SDGLEP

11. ‘The Commission should considexﬂgggroving a renegotiated
contract between SDG&E and SoCal whi; (1) does not offer discounts
(2) provides for some portion osyfg;m capacity to be recallable by
the Commission (3) provides for the curtailment of contract volumes
before cogenerator volumes and (4) does not waive the portfolio
switching ban. They should alse renegotiate the take-or-pay
provisions of the contract and decide on the amount of firm
capacity to be recallable by the Commission at a later date.

12. The COmmibsion should consider approving a renegotiated
contract between CE and SoCal which (1) does not offer discounts
(2) provides tor‘some portion of firm capacity to be recallable by
the cOmm1551onH(3) provides for the curtailment of contract volumes
before cogengfator volumes, and (4) does not wajive the portfolio
switching ban. They should alse renegotiate the take-or-pav
‘provisions ot the contract and decide on the amount of Lirm:
capacity to be recallabla by the COmmission at a later date.
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13. If the parties renegotiate their contracts pursuant to
Conclusions of Law 12 and 13, SoCal shall file advice letters
seeking approval of the amended contracts. The advice letter(s)
should be filed within 50 days of the effective date of this ordexr
and should be served on all parties to this proceeding.

QRDER
IT IS ORDERED that:
1. Southern California Gas Company’s (SoCal) request for

approval of its contract with Southern California Edison COmpany

(SCE) is denied. o

2. Southern California Gas Company’s (SOQ&IT”;equest for
approval of its contract with San Diego Gas”and Electric (SDGSE) is
denied. ;

3. SoCal may file for approval of an advice letter which

would establish the terms anq,dghditions of an amendad contract
with SCE. The contract shall be amended pursuant to this decision.
The advice lettexr shall bé’served on all parties to this
proceeding.

4. SoCal may file for approval of an advice letter which
would establish the terms and conditions of an amended contract
with SDG&E. :?g/;ontract shall be amended pursuant to this

th

decisien.

advice letter shall be served on all parties to this
proceeding. : '

This order is effective today.z
Dated _ » 8t San Francisco, Calirornia.




